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and except as otherwise provided in para-
graph (g) of this section, undertaking C is
treated as a separate activity.

Example (4). (i) The taxpayer owns a 5-per-
cent interest in partnership A. Partnership A
owns interests in partnerships B and C, each
of which owns a single undertaking (under-
takings B and C). In addition, the taxpayer is
a partner in partnerships C and D and di-
rectly owns a 15-percent interest in each
partnership. Partnership D also owns a sin-
gle undertaking (undertaking D). Undertak-
ings B, C, and D are trade or business under-
takings (within the meaning of paragraph
(f)(1)(ii) of this section) that are similar
(within the meaning of paragraph (f)(4) of
this section) and controlled by the same in-
terests (within the meaning of paragraph (j)
of this section). The taxpayer does not par-
ticipate in undertaking B, C, or D.

(ii) Paragraph (f)(2)(i) of this section pro-
vides that trade or business undertakings
that are similar and controlled by the same
interests are treated as part of the same ac-
tivity of the taxpayer if the taxpayer owns
interests in the undertakings through the
same passthrough entity. In this case, the
taxpayer owns interests in undertakings B
and C through partnership A. Thus, the tax-
payer’s interests in undertakings B and C are
treated as part of the same activity.

(iii) Paragraph (f)(2)(ii) of this section pro-
vides that trade or business undertakings
that are similar and controlled by the same
interests are treated as part of the same ac-
tivity of the taxpayer if the taxpayer owns a
direct or substantial indirect interest in
each such undertaking. In this case, the tax-
payer owns more than ten percent of part-
nerships C and D, and these partnerships di-
rectly own undertakings C and D. Thus, the
taxpayer owns a substantial indirect interest
in undertakings C and D (see paragraph
(f)(3)(i) of this section).

(iv) The coordination rule in paragraph
(f)(3)(ii) of this section applies to undertak-
ings B and C because they are treated as part
of the same activity under paragraph (f)(2)(i)
of this section, and the taxpayer owns a sub-
stantial indirect interest in undertaking C.
Under the coordination rule, the taxpayer is
treated as owning a substantial indirect in-
terest in undertaking B as well as undertak-
ing C. Accordingly, the taxpayer’s interests
in undertakings B, C, and D are treated as
part of the same activity.

Example (5). (i) Undertakings A, B, C, and D
are trade or business undertakings (within
the meaning of paragraph (f)(1)(ii) of this
section), each of which involves the oper-
ation of a department store, restaurants, and
movie theaters. The following table shows,
for each undertaking, the percentages of
gross income attributable to the various op-
erations of the undertaking.

Depart-
ment
store

Res-
tau-
rants

Movie
Thea-
ters

Undertaking A ........................ 70% 20% 10%
Undertaking B ........................ 60% 20% 20%
Undertaking C ........................ 35% 35% 30%
Undertaking D ........................ 35% 10% 55%

(ii) Paragraph (f)(4)(i) of this section pro-
vides that two undertakings are similar for
purposes of this paragraph (f) if and only if
there are predominant operations in each un-
dertaking and the predominant operations of
the two undertakings are in the same line of
business. (Assume that the applicable reve-
nue procedure provides that ‘‘general mer-
chandise stores,’’ ‘‘eating and drinking
places,’’ and ‘‘motion picture services’’ are
three separate lines of business.)

(iii) Undertaking A and undertaking B
each derives more than 50 percent of its
gross income from department-store oper-
ations, which are in the general-merchan-
dise-store line of business. Thus, there are
predominant operations in undertaking A
and undertaking B, and the predominant op-
erations of the two undertakings are in the
same line of business. Accordingly, under-
takings A and B are similar.

(iv) Undertaking C does not derive more
than 50 percent of its gross income from op-
erations in any single line of business. Thus,
there are no predominant operations in un-
dertaking C, and undertaking C is not simi-
lar to any of the other undertakings.

(v) Undertaking D derives more than 50
percent of its gross income from movie-thea-
ter operations, which are in the motion-pic-
ture-services line of business. Thus, there are
predominant operations in undertaking D.
The predominant operations of undertaking
D, however, are not in the same line of busi-
ness as those of undertakings A and B. Ac-
cordingly, undertaking D is not similar to
undertakings A and B.

Example (6). (i) Undertakings A and B are
trade or business undertakings (within the
meaning of paragraph (f)(1)(ii) of this sec-
tion) that derive all of their gross income
from the sale of automobiles. Undertakings
C and D derive all of their gross income from
the rental of automobiles. Undertaking C is
not a rental undertaking (within the mean-
ing of paragraph (d)(1)(iii) of this section) be-
cause the average period of customer use
(within the meaning of § 1.469–1T(e)(3)(iii))
for its automobiles does not exceed seven
days (see § 1.469–1T(e)(3)(ii)(A)). Undertaking
D, on the other hand, leases automobiles for
periods of one year or more and is a rental
undertaking.

(ii) Paragraph (f)(4)(i) of this section pro-
vides that two undertakings are similar for
purposes of this paragraph (f) if and only if
there are predominant operations in each un-
dertaking and the predominant operations of
the two undertakings are in the same line of
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business. (Assume that the applicable reve-
nue procedure provides that (a) ‘‘automotive
dealers and service stations’’ (automotive re-
tail) and (b) ‘‘auto repair, services (including
rentals), and parking’’ (automotive services)
are two separate lines of business.)

(iii) Undertakings A and B both derive
more than 50 percent of their gross income
from operations in the automotive-retail
line of business (the automobile-sales oper-
ations). Similarly, undertakings C and D
both derive more than 50 percent of their
gross income from operations in the auto-
motive-services line of business (the auto-
mobile-rental operations). Thus, there are
predominant operations in each undertaking,
the predominant operations of undertakings
A and B are in the same line of business, and
the predominant operations of undertakings
C and D are in the same line of business. Ac-
cordingly, undertakings A and B are similar,
undertakings C and D are similar, and under-
takings A and B are not similar to undertak-
ings C and D.

(iv) Paragraph (f)(1) of this section pro-
vides that this paragraph (f) applies only to
trade or business undertakings and that a
rental undertaking is not a trade or business
undertaking. Accordingly, this paragraph (f)
does not apply to undertaking D, and under-
takings C and D, although similar, are not
treated, under this paragraph (f), as part of
the same activity.

Example (7). (i) Undertakings A, B, and C
are trade or business undertakings (within
the meaning of paragraph (f)(1)(ii) of this
section) that involve real estate operations.
Undertaking A derives all of its gross income
from the development of real property, un-
dertaking B derives all of its gross income
from the management of real property and
the performance of services as a leasing
agent with respect to real property, and un-
dertaking C derives all of its gross income
from buying, selling, or arranging purchases
and sales of real property. Undertaking D de-
rives all of its gross income from the rental
of residential apartments and is a rental un-
dertaking (within the meaning of paragraph
(d)(1)(iii) of this section).

(ii) Paragraph (f)(4)(i) of this section pro-
vides that two undertakings are similar for
purposes of this paragraph (f) if there are
predominant operations in each undertaking
and the predominant operations of the two
undertakings are in the same line of busi-
ness. (Assume that the applicable revenue
procedure provides that real estate develop-
ment and services (including the develop-
ment and management of real property, deal-
ing in real property, and the performance of
services as a leasing agent with respect to
real property) is a single line of business (the
‘‘real-estate’’ line of business).)

(iii) Undertakings A, B, and C all derive
more than 50 percent of their gross income
from operations in the real-estate line of

business. Thus, there are predominant oper-
ations in undertakings A, B, and C, and the
predominant operations of the three under-
takings are in the same line of business. Ac-
cordingly, undertakings A, B, and C are simi-
lar.

(iv) Undertaking D also derives more than
50 percent of its gross income from oper-
ations in the real-estate line of business.
Thus, there are predominant operations in
undertaking D, and the predominant oper-
ations of undertaking D are in the same line
of business as those of undertakings A, B,
and C. Paragraph (f)(1) of this section pro-
vides, however, that this paragraph (f) ap-
plies only to trade or business undertakings
and that a rental undertaking is not a trade
or business undertaking. Accordingly, this
paragraph (f) does not apply to undertaking
D, and undertaking D, although similar to
undertakings A, B, and C, is not treated,
under this paragraph (f), as part an activity
that includes undertaking A, B, or C.

Example (8). (i) Undertakings A and B are
trade or business undertakings (within the
meaning of paragraph (f)(1)(ii) of this sec-
tion), both of which involve the provision of
moving services. Undertaking A derives its
gross income principally from local moves,
and undertaking B derives its gross income
principally from long-distance moves.

(ii) Paragraph (f)(4)(i) of this section pro-
vides that two undertakings are similar for
purposes of this paragraph (f) if there are
predominant operations in each undertaking
and the predominant operations of the two
undertakings are in the same line of busi-
ness. Under paragraph (f)(4)(iv) of this sec-
tion, operations that are not in the lines of
business established by the applicable reve-
nue procedure are nonetheless included in a
line of business. In addition, such operations
are included in a single line of business or in
multiple lines of business on a basis that rea-
sonably reflects (a) similarities and dif-
ferences in the property or services provided
pursuant to such operations and in the mar-
kets to which such property or services are
offered, and (b) the treatment within the
lines of business established by the Commis-
sioner of operations that are comparable in
their similarities and differences. (Assume
that the provision of moving services is not
in any line of business established by the
Commissioner and that within the lines of
business established by the Commissioner
services that differ only in the distance over
which they are performed (e.g., local and
long-distance telephone services) are gen-
erally treated as part of the same line of
business.)

(iii) Undertakings A and B provide the
same types of services to similar customers,
and the only significant difference in the
services provided is the distance over which
they are performed. Thus, treating local and
long-distance moving services as a single
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line of business (the ‘‘moving-services’’ line
of business) reasonably reflects the treat-
ment within the lines of business established
by the Commissioner of operations that are
comparable in their similarities and dif-
ferences.

(iv) Each undertaking derives more than 50
percent of its gross income from operations
in the moving-services line of business. Thus,
there are predominant operations in each un-
dertaking, and the predominant operations
of the two undertakings are in the same line
of business. Accordingly, undertakings A and
B are similar.

Example (9). (i) Undertakings A, B, C, D,
and E are trade or business undertakings
(within the meaning of paragraph (f)(1)(ii) of
this section) and are controlled by the same
interests (within the meaning of paragraph
(j) of this section). Undertakings A, B, and C
derive all of their gross income from retail
sales of dairy products, and undertakings D
and E derive all of their gross income from
the processing of dairy products. Undertak-
ings D and E sell less than ten percent of
their dairy products to undertakings A, B,
and C, and sell the remainder to unrelated
undertakings. Undertakings A, B, and C pur-
chase less than ten percent of their inven-
tory from undertakings D and E and pur-
chase the remainder from unrelated under-
takings.

(ii) Paragraph (f)(4)(i) of this section pro-
vides that, except as provided in paragraph
(f)(4)(iii) of this section, undertakings are
similar for purposes of this paragraph (f) if
and only if there are predominant operations
in each undertaking and the predominant op-
erations of the undertakings are in the same
line of business. (Assume that the applicable
revenue procedure provides that (a) ‘‘food
stores’’ and (b) ‘‘manufacturing—food and
kindred products’’ are two separate lines of
business.)

(iii) Undertakings A, B, and C all derive
more than 50 percent of their gross income
from operations in the food-store line of
business (the dairy-sales operations). Thus,
there are predominant operations in under-
takings A, B, and C, and the predominant op-
erations of the three undertakings are in the
same line of business. Accordingly, under-
takings A, B, and C are similar.

(iv) Undertakings D and E both derive
more than 50 percent of their gross income
from operations in the food-manufacturing
line of business (the dairy-processing oper-
ations). Thus, there are predominant oper-
ations in undertakings D and E, and the pre-
dominant operations of the two undertak-
ings are in the same line of business. Accord-
ingly, undertakings D and E are similar. The
predominant operations of undertakings D
and E are not in the same line of business as
those of undertakings A, B, and C. Accord-
ingly, undertakings D and E are not similar
to undertakings A, B, and C.

(v) Paragraph (f)(4)(iii) of this section pro-
vides rules under which certain undertakings
whose operations are not in the same line of
business nevertheless are similar to one an-
other if one of the undertakings (the ‘‘sup-
plier undertaking’’) provides property or
services to the other undertaking (the ‘‘re-
cipient undertaking’’), and the undertakings
are controlled by the same interests. These
rules apply, however, only if the supplier un-
dertaking predominantly involves the provi-
sion of property and services to the recipient
undertaking (see paragraph (f)(4)(iii)(A) of
this section), or the supplier undertaking is
the predominant provider of property and
services to the recipient undertaking (see
paragraph (f)(4)(iii)(B) of this section). In
this case, undertakings D and E are supplier
undertakings, and undertakings A, B, and C
are recipient undertakings. Undertakings D
and E, however, sell less than ten percent of
their dairy products to undertakings A, B,
and C and thus do not predominantly involve
the provision of property and services to re-
cipient undertakings. Similarly, undertak-
ings D and E are not the predominant pro-
viders of property and services to undertak-
ings A, B, and C. Thus, the rules for verti-
cally-integrated undertakings in paragraph
(f)(4)(iii) of this section do not apply in this
case.

Example (10). (i) The facts are the same as
in example (9), except that undertaking D
sells 75 percent of its dairy products to un-
dertakings A, B, and C.

(ii) Paragraph (f)(4)(iii)(A) of this section
applies if a supplier undertaking predomi-
nantly involves the provision of property to
a recipient undertaking that is controlled by
the same interests. Paragraph (f)(4)(iii)(A)(2)
of this section provides that a supplier un-
dertaking predominantly involves the provi-
sion of property to a recipient undertaking if
the supplier undertaking provides more than
50 percent of its property to such recipient
undertaking. In addition, paragraph
(f)(4)(iii)(A)(1) of this section provides that if
a supplier undertaking and two or more
similar recipient undertakings are con-
trolled by the same interests, the recipient
undertakings are treated as a single under-
taking for purposes of applying paragraph
(f)(4)(iii)(A) of this section. Undertakings D
and E both provide dairy products to under-
takings A, B, and C. Thus, for purposes of
paragraph (f)(4)(iii) of this section, undertak-
ings D and E are supplier undertakings and
undertakings A, B, and C are recipient un-
dertakings. Undertaking D predominantly
involves the provision of property to under-
takings A, B, and C. Moreover, undertakings
A, B, and C are treated as a single undertak-
ing under paragraph (f)(4)(iii)(A)(1) of this
section because undertakings A, B, and C are
similar to one another under paragraph
(f)(4)(i) of this section, and undertakings A,
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B, C, and D are controlled by the same inter-
ests. Accordingly, paragraph (f)(4)(iii)(A) of
this section applies to undertakings A, B, C,
and D.

(iii) If paragraph (f)(4)(iii)(A) of this sec-
tion applies to supplier and recipient under-
takings, the supplier undertaking is treated
under paragraph (f)(4)(iii) (A) and (C)(2) of
this section as an undertaking that is simi-
lar to the recipient undertakings and to un-
dertakings to which the recipient undertak-
ings are similar. Accordingly, undertaking D
is similar, for purposes of this paragraph (f),
to undertakings A, B, and C.

(iv) Undertaking E does not predominantly
involve the provision of property to under-
takings A, B, and C, or to any other related
undertakings. Thus, paragraph (f)(4)(iii)(A)
of this section does not apply to undertaking
E, and undertaking E is not similar to under-
takings A, B, and C. Moreover, undertakings
D and E are not similar because, under para-
graph (f)(4)(iii)(C)(2) of this section, under-
taking D is not similar to any undertaking
that is not similar to undertakings A, B, and
C.

Example (11). (i) The facts are the same as
in example (10), except that 75 percent of un-
dertaking D’s dairy products are sold to un-
dertakings A and B, and none are sold to un-
dertaking C.

(ii) In this case, undertaking D is a sup-
plier undertaking only with respect to un-
dertakings A and B. Accordingly, paragraph
(f)(4)(iii)(A) applies only to undertakings A,
B, and D. As in example (10), undertaking D
is similar to undertakings A and B, and is
not similar to undertaking E. In addition, if
paragraph (f)(4)(iii)(A) of this section applies
to supplier and recipient undertakings, the
supplier undertaking is treated under para-
graph (f)(4)(iii)(C)(2) of this section as an un-
dertaking that is similar to the recipient un-
dertakings and undertakings to which the
recipient undertakings are similar. Accord-
ingly, even though undertaking D does not
provide any property or services to under-
taking C, undertaking D is similar to under-
taking C because undertaking C is similar to
undertakings A and B.

Example (12). (i) The facts are the same as
in example (9), except that undertakings A
and B purchase 80 percent of their inventory
from undertaking D.

(ii) Paragraph (f)(4)(iii)(B) of this section
applies, except as provided in paragraph
(f)(4)(iii)(C) of this section, if a supplier un-
dertaking is the predominant provider of
property to a recipient undertaking that is
controlled by the same interests. Undertak-
ings D and E both provide dairy products to
undertakings A, B, and C. Thus, for purposes
of paragraph (f)(4)(iii) of this section, under-
takings D and E are supplier undertakings,
and undertakings A, B, and C are recipient
undertakings. In addition, undertaking D is
the predominant provider of property and

services to undertakings A and B, and under-
takings A, B and D are controlled by the
same interests. Thus, except as provided in
paragraph (f)(4)(iii)(C) of this section, para-
graph (f)(4)(iii)(B) of this section applies to
undertakings A, B, and D.

(iii) The coordination rules in paragraph
(f)(4)(iii)(C)(1) of this section provide that
paragraph (f)(4)(iii)(B) of this section does
not apply in certain cases to which para-
graph (f)(4)(iii)(A) of this section applies.
These coordination rules would apply if un-
dertaking D or E (or any other undertaking
that is controlled by the interests that con-
trol undertakings A, B, and C) predomi-
nantly involved the provision of property
and services to undertakings A, B, and C.
The coordination rules in paragraph
(f)(4)(iii)(C)(1) of this section would also
apply if undertaking A, B, or D predomi-
nantly involved the provision of property or
services to a recipient undertaking that is
controlled by the same interests. Assume
that these coordination rules do not apply in
this case.

(iv) If paragraph (f)(4)(iii)(B) of this section
applies to supplier and recipient undertak-
ings, the recipient undertakings are treated
under paragraph (f)(4)(iii) (B) and (C)(3) of
this section as undertakings that are similar
to the supplier undertaking and to undertak-
ings to which the supplier undertaking is
similar. Accordingly, undertakings A and B
are similar, for purposes of this paragraph
(f), to undertaking D and, because undertak-
ings D and E are similar, to undertaking E.

(v) The principal providers of property and
services to undertaking C are unrelated un-
dertakings. Thus, paragraph (f)(4)(iii)(B) of
this section does not apply to undertaking C,
and undertaking C is not similar to under-
takings D and E. Moreover, undertaking C is
not similar to undertakings A and B because,
under paragraph (f)(4)(iii)(C)(3) of this sec-
tion, undertakings A and B are not similar
to any undertaking that is not similar to un-
dertaking D.

Example (13). (i) Undertakings A through Z
are trade or business undertakings (within
the meaning of paragraph (f)(1)(ii) of this
section) and are controlled by the same in-
terests (within the meaning of paragraph (j)
of this section). Undertaking A derives all of
its gross income from the manufacture and
sale of men’s and women’s clothing, under-
taking B derives all of its gross income from
sales of men’s and women’s clothing to retail
stores, and undertakings C through Z derive
all of their gross income from retail sales of
men’s and women’s clothing. Undertaking A
sells clothing exclusively to undertaking B.
Undertaking B sells 75 percent of its clothing
to undertakings C through Z, and sells the
remainder to unrelated retail stores. Under-
taking B purchases 80 percent of its inven-
tory from undertaking A, and undertakings
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C through Z purchase 60 to 90 percent of
their inventory from undertaking B.

(ii) Paragraph (f)(4)(iii)(A) of this section
applies if a supplier undertaking predomi-
nantly involves the provision of property to
a recipient undertaking that is controlled by
the same interests. In addition, paragraph
(f)(4)(iii)(A)(1) of this section provides that if
a supplier undertaking and two or more
similar recipient undertakings are con-
trolled by the same interests, the recipient
undertaking are treated as a single under-
taking for this purpose. Undertaking B pro-
vides men’s and women’s clothing to under-
taking C through Z. Thus, for purposes of
paragraph (f)(4)(iii) of this section, undertak-
ing B is a supplier undertaking and under-
takings C through Z are recipient undertak-
ings. In addition, undertaking B predomi-
nantly involves the provision of property to
undertakings C through Z, and undertakings
C through Z are treated as a single undertak-
ing for purposes of paragraph (f)(4)(iii)(A) of
this section. Accordingly, paragraph
(f)(4)(iii)(A) of this section applies to under-
takings B and C through Z.

(iii) If paragraph (f)(4)(iii)(A) of this sec-
tion applies to supplier and recipient under-
takings, the supplier undertaking is treated
under paragraph (f)(4)(iii)(A) of this section
as an undertaking that is similar to the re-
cipient undertakings. Accordingly, under-
taking B is similar, for purposes of this para-
graph (f), to undertakings C through Z.

(iv) Undertaking A provides men’s and
women’s clothing to undertaking B. Thus,
for purposes of paragraph (f)(4)(iii) of this
section, undertaking A is a supplier under-
taking and undertaking B is a recipient un-
dertaking. In addition, undertaking A pre-
dominantly involves the provision of prop-
erty to undertaking B, and undertakings A
and B are controlled by the same interests.
Accordingly, paragraph (f)(4)(iii)(A) of this
section applies to undertakings A and B, and
undertaking A is similar to undertaking B.

(v) If paragraph (f)(4)(iii)(A) of this section
applies to supplier and recipient undertak-
ings, the supplier undertaking is treated
under paragraph (f)(4)(iii)(C)(2) of this sec-
tion as an undertaking that is similar to un-
dertakings to which the recipient undertak-
ings are similar. Accordingly, undertaking A
is also similar, for purposes of this paragraph
(f), to undertakings C through Z.

(vi) The coordination rule in paragraph
(f)(4)(iii)(C)(1)(i) of this section provides that
paragraph (f)(4)(iii)(B) of this section does
not apply if, as described above, the supplier
undertaking predominantly involves the pro-
vision of property to recipient undertakings
and is treated under paragraph (f)(4)(iii)(A)
of this section as an undertaking that is
similar to such recipient undertakings. Ac-
cordingly, paragraph (f)(4)(iii)(B) of this sec-
tion does not apply to undertakings B
through Z, even though undertaking B is the

predominant provider of property and serv-
ices to undertakings C through Z, and under-
takings B through Z are controlled by the
same interests. For the same reason, para-
graph (f)(4)(iii)(B) of this section does not
apply to undertaking A and B. (Paragraph
(f)(4)(iii)(B) of this section is also inapplica-
ble to undertakings A and B because the co-
ordination rule in paragraph
(f)(4)(iii)(C)(1)(ii) of this section applies if the
recipient undertaking (undertaking B) is it-
self a supplier undertaking that is treated
under paragraph (f)(4)(iii)(A) of this section
as an undertaking that is similar to its re-
cipient undertakings (undertakings C
through Z).)

(g) Integrated businesses—(1) Applica-
bility—(i) In general. This paragraph (g)
applies to a taxpayer’s interests in
trade or business activities (within the
meaning of paragraph (g)(1)(ii) of this
section).

(ii) Trade or business activity. For pur-
poses of this paragraph (g), the term
‘‘trade or business activity’’ means any
activity (determined without regard to
this paragraph (g)) that consists of in-
terests in one or more trade or business
undertakings (within the meaning of
paragraph (f)(1)(ii) of this section).

(2) Treatment as a single activity. A
taxpayer’s interests in two or more
trade or business activities shall be
treated as a single activity if and only
if—

(i) The operations of such trade or
business activities constitute a single
integrated business, activities con-
stitute a single integrated business;
and

(ii) Such activities are controlled by
the same interests (within the meaning
of paragraph (j) of this section).

(3) Facts and circumstances test. In de-
termining whether the operations of
two or more trade or business activi-
ties constitute a single integrated busi-
ness for purposes of this paragraph (g),
all the facts and circumstances are
taken into account, and the following
factors are generally the most signifi-
cant:

(i) Whether such operations are con-
ducted at the same location;

(ii) The extent to which other per-
sons conduct similar operations at one
location;

(iii) Whether such operations are
treated as a unit in the primary ac-
counting records reflecting the results
of such operations;
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